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Much of the infonn8tion requested by the FCC is specific to individual

franchise areas served by the selected cable systems. Quite convnonly, a single

cable television system serves adjacent COIMU\ities or areas that, from the

perspective of loca' franchising authorities, consist of~ franchises. That

a cable operator's service territory may consist of several contiguous franchises

is normally irrelevant to the operations of • cable system. The operator

customarily provides the same set of service options tIYoughout the service

area. charging • price for each that does not vary from one franchise to another.

But since "competition", .. defined by the FCC. CIIn sometimes be present in

one of a cable syst.,.'s frwu:hise &reM R not others, the basic unit of

ooa.vation in the cWeba8e deveJoped by the FCC is the cable franchise. For

each of the ..-npIed C8bIe systems, the FCC requested information on the

"primary" fr8nchIse and, if the system" service territory consisted d more than

one franchiM, a second fr8nchIse. A system'. "primary" franchise was defined

by the FCC as the frw1chile dnIwn in the.-nple. The "secondary" franchise

was to be chosen to favor examples d effective competition. different channel

line-up or prices• ..ct large IUbscriber size. Of the 687 systems reb.ming vaJid

questiomairea, 267 reported on only a prin&y franchise 81d 420 reported on a

prirnery and second8ry frw1chise.

Aft« compiling the data reported by the IU'V8y8d cable systems. the FCC

then selected • lUbeet of the responses,. whjch it used to develop the

competitive benc:hnwka. Although the details of this wimowing process remain

imprecise, the following ... were apparently employed. First. the FCC

eliminated cable fIwK:hiM8 for which lie reported data contained important

omiasions. From lie rwnaining ftwK:h.... It then se'ected aI' randomly I8Iec:ted

"first' fIwK:hiM8 .-.c:I 81' frwlchi_ satisfying the "effective competition" aitena.
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The benchrn.u themselves are expreued in terms of the average price

per channel a cable system would be allowed to charge for basic cable services.

Many cable systems offer two or more basic service packages, often referred to

as tiers. In such instances, the basic service prices charged by a cable operator

would be tested by comparing its subsaiber-weighted average price per channel

to the benchmark price for systems having its attributes. In the example below,

the weighted 8Y8I1IQ8 price per ch8Me1 is 82.9¢, according to the FCC formula,

which involves dividing the subsaibero weighted 8Y8I1IQ8 price by the subsaiber

weighted nunber of chaMeIa. The lUbsaiber-weighted price is $11.60

(10% SOO + 1% 100 =11.6) and the subsaiber-weighted runber of chaMels is 14
SOO SOO' .

(l0% SOO +20% 100 = 14), whid1 gives 82.9¢ (Sl1.6O =12.9¢).
SOO SOO 14 .

!ill:
Basic

Expanded Basic

fI:isa
$10

sa

.~

500

100

~hanntli

10

20

Using the S&.Ib-.-npIe of the cable system franchiIes it selected, the FCC

developed its benctvn8rks by estimating an equation relating the average price

per channel charged by • cable system in a fra1chise ....., calculated in this

fashion, to tow" faclora: (1) system 8Ubaa'ibers, (2) number of channels

available in all regulated tiers, (3) number of satellite delivered c::hamels in all

regulated tiers, ... (4) whIIher effecIive competition exists in the franchise.

The resulting eqllIIIion .. then~ by the FCC into a series of tables

displaying the~ price as • f\n::tion of attributes of cable systems.

Examples of FCC benctvn8rks .. displayed in the following table•

..
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BenchmIuk PrIceJChanneI, 200 SUbscribers

Total Basic Channels

Satellite Channels .1Z ~ §.Q

6 $1.436 $O.n6 $0.404

16 $0.856 $O.~

30 $0.476

BenchmIuk~. 100 SubKrlbers

Total B8aic a.v.Is

Satellite Channels j2 ~ §g

6 $1.397 $0.755 $0.393

16 $0.833 $0.434

30 $0.463

For benchrnMt prices to be nI8IOnIIbIe. they must allow the cable

systems regulated by them an opporU1ily to recover the cost of providing cable

service, including the cost of capital. If benctvnarks prevent a number of cable

systems from recovering their costs. the long-term axwequence will be a

wiIhdrIIwaI cI .... from those __, something not in the interest of

COf18lM'n8I'S.
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To evaluate whether benchmarks ere likely to provide systems with the

opportunity to recover their costs, it is helpful to address the following questions.

1. Are the data used to construct the benchmarks accurate?

2. Are the service prices charged by the "competitive" systems in the
umpIe adequate for those cable systems to recover their costs?

3. Is the sample IX competitive systems sufficiently large to produce
a statisticIIIly reliable meMUre of "competitive" prices?

4. Do the benchmarks like no ac:ccut all of 8IIecting service costs
that would be necesl.-y to prevent the benchmark prices from
falling belOw service costs for some cable systems?

It is true th8t. in the new regulatory envtronment. a cable system feeling

that the~ IIPPbIbIe to it is unreasonably low would be afforded the

opportunity of justifying its prices by reference to its cost of service. Thus, it

might appear that the reasonableness of the benchmark prices should not be of

great concern. But that over:tooks the consideration that many cable systems,

especially .-nail ones, frequently do not have the detailed cost records,

extending back in tine, that firms accustomed to coat-based rate regulation are

in the practice of keeping. Even thole small systems that have maintained and

preserved the necea..-y cost records would have to prepare whatever analyses

are required to implement the methodology that is adopted to estimate service

costs. The burden that would be imposed on sud'I systems of developing a cost

of-service justiflC8lion makes it quite important that a system of benchmark

regulation estlbllIh fe8IONIble price caps.

I will rON ILm to • diICIlSlion rI what I _ • some d·the deficiencies of

the FCC benchmarks.
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1. In8ccurate Data

The portrayal of service prices, IUbIcriber numbers and channel carriage

contained in the FCC's database is not always.ccurate. That is clear from spot

checks performed tnier my direction end &Iso from a comparison of the FCC

database with a "corrected" version of the databMe prepared by the National

Cable T.-viaian Association. It would be very laborious to develop a systematic

evaluation d the error ..... in the FCC d8t8bae, the average size of the errors.

and the effect d thole errors on the benchrnarka calculated by the FCC.

Although such .. evaluation would be quite useful, I am not aware that anyone

has undert8ken it.

In its absence, ai, hit C8n be 88id is that errors in the FCC data may have

produced inappropri8te benchrnarka.

2. Small S8mpIe Size

Of the 377 hnchi.- UI8d to develop the benchrnarka. the overwhelming

share .. "non-c:ompeIIt", according the Feces classification scheme. They

would have had only • minor effect on the statistical derivation of "competitive"

benchrnarka - as indeed should be the case. given the objective of obtaining a

benchmart that deIcribeI the cable service prices ·Ihat enwge in~

nwketa.
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The FCC designated three teats to determine whether a franchise is

ch8racteriz8d by "competitive" prices. Cable urvice qualified as "competitive" if

it satisfied 8nY c:t those conditions, which the FCC characterizes as categories

A, B, and C.

Category A; Service penetration in the fr8nchise .... is no greater than
30%

~ I: Competing ayatemI serve the fr8nchisel

Category C: The hnchi.. containa • IIU1icipai cable system2

.For brevity, I will ref«.to these criteria c:I competition'., respectively, 30%

penetration, OV«buiIds, 81d rruUcipal systems.

The 8ql1Iltian used by the FCC to genemIe the benc:hmartcs is estimated

from a sample containing only 45 ....., "competitive" cable systems - not a

terribly large runber to provide a finn foundation for regulating the prices

charged by every small system in the country. Within the group of smaU

competitive systems, ttw'e .. only two representatives of systems having

between 500 and 750 subscribers, and only five with between 750 and 1000.

There are various ways c:I quantifying the imprecision small sample size

introduce. in the development c:I competitive benchmarks. One useful measure

relates to the variable in the FCC's equation characterizing whether or not B

service is "competitive".

I MIn ,.....,.to...., ..,........ ayIleIn must~5K ofb
............ aIIIIIn rIta -'1ft.

2 MIn ,..111" .".,... mull ......vIdeo~.....1IIai Is
.1..1* ... over" til ... fNllCIIIIe .

8
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Tllble1: ..... Syatemlin the FCC S8mp1e

I Rive
System Not 30% Private Municipal Category

Subscribers C ····w Penetration av.builds Markets Total

o.to 50 4 5 0 1 10

so to 100 5 7 0 0 12

100 to 250 19 7 4 1 31

250 to 500 25 9 0 4 38

500 to 750 15 1 1 0 17

750 to 1000 9 3 2 0 14

TOTAL 77 32 7 6 122

According to the FCee. ~. aervIce prices ... 9% tower in

"competitive" frBnchi_, ottw r.ctara....... In other words. if two systems

have identical runbers of subscribers and channel" but one operates in a

"competitive" frwIchiIe ~ the other does not. the FCC would predict that

service prices in the competitive franchile would be 9% tower. But in actuality.

that estimate is .ubject to lOme Llal'tainty, which can be quantified. The

probability is 95% that fr8nchi.. competition redt ICeS prices

between 3.5~ Mel 14.1~. In calculating Its benchrna'ka, the FCC has assumed

that competition toniformly reduces service prices by 9%. which is close to the

midpoint of this interval. But we can be 95% sure only that the "correct"

benchrn8rk prices .. somewhere between 3.5~ 8I'Id 104.1~ below the prices

charged In ayatema cIaIIIfiIld _ non-campetitive.

Even the fig&n d ..s IIIn'Ic* certainly~ the runber of CIIbIe

ayatema in the d8bIb8Ie CIIp8bIe of providing • reliable guide to "competitive"

9



prices. Six of the sma" cable systama qualify as competitive because they are

mU'licipaily owned or compete with a municipal cable system. But in those

markets, prices may well be belaN the coat of a private sector operator, because

municipal cable services have unique cost advantages. In addition. six of the

seven private overbuilds involving smal' systems have existed five years or less

(five of these have been competing leu Ih.-. feu yurs). Such short-term

competition is typically cIwact«iz8d by price wars, during which prices are held

below average total ca.t. If the Ihort-term overbuiIda (lasting five years or less)

and markets involving rruticipal systama.. removed, the FCC sample contains

only 33 small "competitive" cable franchises.

..... .,...with CompeIIllve FranchIus

Competition CtbIdI FCC Data Clean FCC Data

30% Penetlatlan 32 32

Private Overbuilds 7 1

Municipal FI'a'lChI-. 6 0

Total 45 33

3. Inappropriate Choice of Benchmark Systems

MReta Involving mLricipal cable systems and short-tenn overbuilds

cannot be expected to provide 8 reliable guide to the prices that characterize

sustainable competition between private cable systama. A municipal cable

system _ coat 8IMrUgeI W1aVIIiJabI8 to private cable systems. including

eccessto Inmcpensive tirwa (_ exempt bonds). U88 a pWlic rights-of-way at

no ctwge, 8nd .-mptian from hnchi.. fMs 8nd property taxes. These

conaidenItions would lead to the expecI8tion that prices charged by municipal

10
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systems tend to be lower than the prices cherg8d by competing private cable

systems.

That does Indeed seem to be true of the cable systems in the FCC

database. The "competition" variable in the FCC's benchmark equation

indicates whether the system qualifIeS .. being cIaIsIfied .. competitive by any

of the three FCC teats (30% penetnItion. private overbuild. municipal system).

w. replaced th8t single vwi8bIe in the ..lysis by aep8I1Ite variables indicating

whether or not the aystem (8) had 8 penetration rate of 30% or less. (b) was

involved in 8 private overbuild. or (c) was a municipal system. With that

reformUlation. we re-estmated the FCC 8C1'1Btion. The results revealed that

basic service prices charged by nulicipal systems are almost 15% below prices

charged by competing priV8te systems. other factors equai.

It is also~ wheItw some of the prices charged by competing

private systems provide a suitable basis for developing benchmark prices.

Cable overbuilds almost inYMably precipitate price wars far more drastic than

the price competition that occus in most markets. The reason is not hard to

find. The fixed coats of providing cable service are quite high. consisting

essentially rI the distribution system. Once those costs are incun'ed. the

variable cost of ..-ving subIcribers is relatively low. When cable systems

compete head-to-head, each has an incentive to drop its price as low as the

variable cast of 8WVice•• low figure, If the alternative is to lose subscribers to

the rival cable system.

Aa • cae in point. one rI the overbuild cable systems in the FCC

dllt8base is ct.ging 11.85 for ita second tier. which cont8ins 26 satellite-

11



transmitted channels d programming. we determined the channel line-up (the

FCC did not uk for such information) and cala.dated the programming fees that

the system would incur for ead1 tier 2 subsaiber. That cost alone, assuming the

program fees had been charged at "rate cartl', would have amounted to over

$2.70 per IUbscriber - substantially above the price being charged by the

operator for the.-vice. In practice, cable systems often obtain substantial

discounts from a channel supplier's rate card. But even then, this case provides

a clear example of II price that is U'1IUStainabie over the long nm. Benchmarks

reflecting price wars could cI.-ty prevent cable systems from recovering their

service coats, and the resulting regulation would provide no incentive to continue

to supply cable service.

Competitive benchrn.aca IhauId be developed from instances of enduring

competition, in which the rMJ CIIbIe aystems have moved beyond the priee-war

stage to read'I a IUSt8in8bIe price equilibrium that allows each to recover its

flX8d .. well as v.-iabIe service costs. Price wars typically characterize the

early few years d an oV8ItMJlId situation. After that, either some form of

consolidation of the two systems oca.n or competition persists, but with each

rival increasing ita price to a sustainable level.

EvidMca of.. C8I\ be fOlfti in the FCC c:latab8se. We nHStimated a

modified version of the FCC equation, using only those cable systems involved

. in an overbuild sib1Iltion, and we added a v.-iabIe describing how long

competition had persisted in each instance. I fcKnt that in franchises where the

dullltion of compeIiIIon W8I five years or leis prices were 30% lower than in

those hnchiMs ... carnpetItion t1IId -.cknd at least six years. The

SUltiaticsl reliability of this difference is extremely high, which means there is

12



little doubt th8t the prices associated with short-term competition are

substantially lower than the prices that have emerged from more durable

petitio 3com on.

Removing eiIher nmcipal markets or short-term overbuilds from the

FCC'. sample .-wi re-eatim8ting the benchrn8rk equation causes the benchmark

prices to increase. \Nhen both .. rarnoved, the benctvnarks for small systems

increase by 13%.

SIMII Syatem BencItIMrks, ElImInatIng Questionable Systems

Excluding fIwlchi_ .... Inaease in Benchmark Prices

competition Is I"8C8r4 (5 ye8I'I or leas) 5.5%

competition involves IlU'licipaUties 4.4%

c:ompetition is recent or involves RUlicipalities 13%

4. Benchmark Pndction Errors

If • benchrn8rk equation Is to impose rusonabIe caps on the prices

charged by regulated systems, the eqtl8tion must be able to portray accurately

the prices charged by the competitive systems intended to serve as the

benchmarks. The reason, on reftection, is cIear~ Suppose that cable systems A

and B are Identical in WfIIY respect. except that B clrecUy competes with

another cable syatem. The general theory of benctvnark regulation would then

3 In......,...•• ........01 _ CIIdd.... far ...... the
........,.., aamp.tIIon. The_.
boundMeI_ ,... ,..., ,...,"'10 faith. ttIrDugh .....~. The
bound8Iy paInI MvIng the expIInItory power It........,.. five yuIS.

13
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say that the price charged by B provides the appropriate benchmark for

regulating A's price. That is true because the two systems provide identical

services Md operate in identical environments, so the price charged by B

reveals the price that A would charge if it, aJso, were operating in a competitive

market.

But, p&I'IUing this example, the benchm8rk Ihat the FCC plans to apply to

system A is nat the price charged by B, but rIIltw the price that the FCC's

equation predicta th8I B ctwgea. ThIIt makes it important for the benchmark

equation to be able to precflCl accurat8Iy the prices charged by the "competitive"

systems. To revert 8g8in to the previous example. suppose more concretely that

system e dwges S20 per mOlllh for basic service. but the FCC's equation

predicts that it ctwgea $16 per monlh. Then system A would be limited to a $16

price, even though the correct benchm8rk is S20. This problem would not arise,

obviously, if the &qI18tion correctly predicted the prices charged by competitive

systems. WheIher the FCC eqtI8tion does aca.ntely predid "competitive"

prices is therefore quite important.

In order to 8CCU'IIteIy predict competitive .-vice prices, it is necessary to

take into 8CCOl.I'It all d the factors significantJy inftuencing the price formation in

competitive marketI. For example, cable diatribution plant installed underground

is consider8bIy more expensive that aerialdiatribulion, and the proportion of

plant~v.- widely from one system to anott.. If that factor has

... important influence on prices charged in competitive 118k8ts, but is ignored .

by the eqllIItion u.d to JRdid campetitive .-vice prices, it is quite unlikely that

the predictionI mIIde by the equetion would be very acetnte. The FCC

eqllItion predicts ..-vice prices in campetitive II8k8ts by taking into account

14
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only three factorI: the number of subscribers. the number of channels. and the

number of satellite-delivered chameIs.

\Nhether thole three \WiabIea .. "late to accurately predid

competitive prices iI ultimately an empirical matter. The ideal test would be to

draw a new. rIlndom urnpIe of "competitive" CIIbIe systems and determine how

accuately their prices .. predk:ted by tie FCC equation. An easier test is to

examine how weD the FCC equation predicts the prices of "competitive" systems

in its database. Since the equation is baed importantly on those particular

systems. I would expect It to predid thole prices more accurately than prices

charged by a new sample d competitive cable systems. or competitive systems

in~1. In OCher warda. If the eqtl8tlon does not predicl accurately the prices

of competitive systems in the sample from which it was estimated. it is even less

likely to cto·1O when IlPPIied to competitive systems in~.

A cornp8risan d the prices charged by small competitive cable systems in

the FCC sample with the prices predicted for those systems by the FCC

equation reveals some large 811'D1S. The FCCs benchmark equation is

incapable of 8CCOIriing far almost one-haIf of the price variations among small

cable systems. Of the 45 small competitive cable systems in the FCC sample.

the FCC's benchrnatk eqllBtion aniwatates the prices charged by 20 of the

systems and overstates the prices of the remainder. Both types of errors. of

course. are undeainIbIe. But M'Cn in the cirection of lMlderstating the prices

.--Ily charged by the .benctvMrk systems .. more serious. since they raise .

the poslibility th8l~ systemIlI.mject to regulation will be incapable eX

reccMN'ing their coeta. ... ttu threatened with the prospect of going out d

m.inesa.
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The 0I1tcome that 20 c:I the 045 small competitiw. systems used by the

FCC are tIwnI8Ives above the FCC benctvnRJ can be viewed from a different

perspective. Although "noncompetitive" systems charging the same rates would

have to reduce their prices, the "competitive" systems do not.

Of the 20 small competitive aystems with higher then predided rates. their

prices excseded by 26% the prices predicted by the FCC equation, on average.

To examine these &a1derestimatea in more detail, I annged the 20 cable

systems in the order d halt much their prices exceeded the predicted prices.

and then divided the ordered list Into groups of five. I then calculated, for each

group of five. the .... 8mOUrt by which the actual price exceeded the price

predicted by the FCC. The .....Its..displayed on the following table.

&» .lCompetj1lye em- 8IIItiYe to Dat!JMKk Prices

1.au.tile 4.2% higher

2nd Quartile 12.3% higher

3rd QuartIle 17.4% higher

4th QuMiJe 85.8" higher

The lowest quMlle ct.geI prices that ~••d the FCC benchmarks by an

average of 4')(.. But prices ctwged by competitive aystems in the fcu1h quartile

are fully·85% above the FCCs benctvnRJ. It is difficult to ruiat the conclusion

that, in such inatancea. the FCC benchrn8rIcs would deprive small cable systems

of the opporIu'Vty to recover the cost of PfO~r'IJJlAarvic:'

W.I"

EDCIded on ...... 10, 1993
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CABLE TELEVISION STUDIES AND TESTIMONY OF BILL SHEW

A. Rate of Return Regulation

1. DeveIopINnt of a methodology to identify the appropriate measure of basic
service cost. in the context of regulating the rate of return cable systems earn on
basic service (rate case).

2. Analysis of the appropriate treatment of start-up costs in determining
permissible prices under rate of retum regulation (rate case).

B. Cost of ServIce

1. Regression __yaIs of the coat atrueb.n of 120 cable systems, as it relates
to population density, channel capacity, subscribers, etc.

2. Study of av«age total cost n incremental coat of supplying basic,
enhanced basic, and pay services, using engineering .-ld accounting data.

3. Estimation of the cost of capital to a cable company, using variants of CAPM.

C. Competition luUHIAntitruat

1. Analysis of whether cable television is a natural monopoly and whether direct
competition is viable and desirable (predatory pricing suit).

2. Analysis of whether a cable overbuild is commercially sustainable ·over the
long run.

3. Analysis of whether merger of competing cable systems is in the public
interest (FTC investigation).

4. Study of the market in which cable television competes (state regulation).

5. Statiatical analysis of the market in whidl premium movie channels compete,
and whether vertically integrated C8bIe companies (programming, distribution)
engage in disaiminetion (antitrust suit).
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6. Assessment of the appropriate public policy goveming~Ie distributors'
8CC88S to "cable" channel. (FCC docket).

7. Comparison of the profltabtlity of cable television with television and radio
stations and cellular telephone (FCC inquiry into the need to regulate cable
television).

D. Valuation of c.bIe Franch....

1. Evaluation of the potential profitability d I.-ge cable franchises tendered by
the British government.

2. Valuation of three cable television franchises (IRS tax court).

3. Valuation of combined franchise holdings of MSO (IRS tax proceeding).

4. Valuation of cable franchises in California (state property tax).

E. Cable PI'OfIIWIIIIIIna

1. Analysis of the profitability of cable distribution to a broadcast network.

2. Estimation of the price structu'e for distant signal imports. if the compulsory
license were aboillhed.

3. Assessment of how the statutory rat.. for distant signal imports should be
altered by the restoration of syndicated exclusivity.

4. Definition of the markets in which program inputs to cable television compete.

F. IlIKeIIaneoua

1. Statistical analysis of consumer impacts of cable franchise requirements.

2. Profitability of integrating video and telephone seNice.
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• -A.Ie.1ing AnIicompeIiIIve Beh8vIcu in the UK TeIecommunIcatios Industry,.
pnIp8r8d for.. 0Irice 01 TelecornrnLri:atlo.,. (OFTEL), Brttain, August 1988.

• W..... Gains from Local Mea.net Telephone S8rvice (simulatiOn model), prepared
for P8ciftc Northwest Bel, 1985.
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• ProtitabiIIty of JoIntly Supplying L.Dc* Telephone and Cable T&levision S8rvices
(simulation rnodeI), prepar8d for Men:ury Ltd•• 1984.

• "Coats of Cable Television Fl1II1Chise Requnmentl,· prepared for the National cable
T.vllion AuociatIon, 1984.

• "QUMtity-Dependen Pricing of Telephone Service,· prepared for New England
Telephone. 1883.

• ·Regulation of Emiuions by Production Permits.· prepared for E. I. DuPont
DeNemcxn &Comp8ny, (with lewis J. Pert>, OCtober 17, 1979.
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EXHIBIT C

DECLARATION OF DEAN WAftDRY

I, Dean Wandry, hereby declare under penalty of

perjury that the following is true and correct to the best of

my knowledge, information and belief:

1. My name is Dean Wandry. I am Vice President,

Operations, Fanch Communications, Inc. Fanch and its

affiliates operate 290 headends in approzimately 460 franchise

areas in eleven states, and provide cable service to

approzimately 195,000 subscribers. Fanch's systems have an

average of 672 subscribers.

2. Fanch operates a large number of cable systems

that would be severely affected by application of the Federal

Communications Commission's rate regulation benchmarks.

3. For ezample, Fanch operates a cable system in

Greystone, Colorado. Fanch built the system in 1988-89 and

currently provides 26 channels of non-premium video programming

to 557 subscribers.

4. In 1992 the system had total revenues of $207,984.

5. During the same period, the system ezperienced

operating ezpenses of $101,834. The depreciation for the

system was $62,000, and the interest expense for the system was

$34,752.
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6.. During 1992, tberefore, tbe Greystone system had

net income of '9,398.

7. Th. FCC benchmark methodology would require Fanch

to reduce the revenues from regulated services in the Greystone

system by a total of '18,744.

8. Panch projects that for the next 12 months, it

will have revenues of '214,584, operating expenses of '106,926,

depreciation of '62,000, interest expense of '34,752, and a net

profit of '10,906.

9. Were Panch to reduce its rat.s (and revenues) by

that amount, the system would experience a net loss of '7,838

for the next 12 months.
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10. Under the FCC's rules and other pronouncements,

Fanch must decide by June 21, 1993, whether to (i) shut the

system down, ceasing service to 563 subscribers; (ii) reduce

rates according to the FCC's benchmark methodology to the point

where revenues do not cover all of the system's expenses; (iii)

retain the existing rate structure based on a cost-of-service

analysis. The FCC has not yet indicated what standards will be

used for a cost-of-service showing for cable systems and has

threatened that an attempt to justify rates by cost-of-service

could result in a requirement that rates be reduced even below

the benchmark rates, with refunds back to June 21, 1993.

11. In view of this threat, and the failure of the

FCC to detail how cost-of-service showings may be made, Fanch

does not have enough information to make an intelligent

decision.

12. If Fanch were to reduce its rates under the

benchmarks, the lost revenues could never be recovered, and the

inability to meet the system's expenses would require serious

consideration to shutting the system off. On the other hand,

although Fanch believes that any reasonable cost-of-service

analysis would justify the system's existing rates (and even a

substantial increase), Fanch has no assurance at this time that

what it considers a reasonable cost-of-service analysis will be

employed. And the PCC has indicated that cable systems

(including Fanch) may be required to make a refund to

- 3 -
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subscribers back to June 21, 1993, for any charges above those

justified by the FCC's analysis. Therefore, if Fanch chooses

to retain its current rates based on a cost-of-service

analysis, it runs the risk that its net losses could be~

higher than the losses that would be generated for the period

after June 21 under the benchmarks.

13. The FCC released its 500-plus page rate

regulation order on May 3, 1993. The order contains

approximately 50 pages of forms and instructions. On May 13,

1993, the FCC held a videotaped, satellite-delivered public

meeting in which FCC staff members spent more than an hour

explaining how to fill out the benchmark forms. Since that

meeting, the FCC has issued various other pronouncements

concerning the benchmark system. Fanch has attempted to

understand the benchmark methodology and to perform the

~ecessary analyses for its systems.

14. At this point, Fanch has completed benchmark

calculations (including equipment and installation charges) for

only.six systems. We expect that we will be able to complete

the analysis for 30-40 systems in time to make adjustments

before June 21, 1993. We will simply be unable to complete the

analyses for the other 250-260 systems--by that time.

Eventually, according to the FCC's instructions, we must

complete the benchmark analysis for each franchise area, of

which Fanch has approzimately 460. Even if the cost-of-service

- 4 -


